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I. REVENUE REQUIREMENT

A. Test Year Profits

The Postal Service revenue requirement discussion in its initial brief attempts to
justify its proposals as necessary to meet the financial and other policy goals for the
future in order to meet its responsibility to customers and the nation.' Surprisingly, the
Postal Service is absolutely silent on the most significant revenue requirement issue—
whether the Postal Service test year profits projected by OCA on the basis of the record
require rejection of the rate increase.

An initial brief filed jointly by AMMA, ef al. suggests that OCA's argument to reject
the rate filing is insufficient because earnings for the full year are not yet available.? This
is not a basis for rejection of the OCA position. The Postal Service estimates are also
based on FY 1998 projections and they are much older. In fact, actual earnings have
already rendered stale the Postal Service projections. The earnings through A/P 6 differ
significantly from the amounts budgeted by the Postal Service.® Further, the
Commission regularly updates for actuals. On the other hand, the OCA projections
offered in the Response to NOI No. 5 on February 13, 1998, and in its Initial Brief 1,
remain on target. The recent A/P 6 earnings were $78 million® and at $148 million above
the budget for the accounting period remained consistently above the FY 1998 budgeted
amount. Following is an update of the graph included in the OCA Initial Brief |, but
including the results of A/P 6. The revised graph continues to demonstrate the

precarious Postal Service position taken in this case that it should be authorized to

' Brief at 1-1-9,

2 First, the FY 1998 data, even for the accounting periods that have been concluded, is
preliminary and since that data represents approximately one-half of the Test Year, incomplete at best.
Joint Brief of AMMA, et al. at 4.

3 We are unable to say the actual FY 1998 earnings differ from the rate filing because the Postal
Service did not deem it necessary to estimate test year projections by accounting period in its rate
filing. Even though the Postal Service routinely prepares a budget by accounting periods for its own
use and the use of Congress, surprisingly, Rule 54 of the Commission's rules does not require the
Postal Service budget to be included with its rate filing.

4 Tr. 35/18604.

wll wilELET TET1 N7 T o il
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increase rates by $1.4 billion for a test year operating deficit plus additional amounts for
the contingency and RPYL.
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Witness Porras stated accounting period earnings are available about one week
after the end of each accounting period.> The bottom line A/P 7 earnings for the period
ending March 27, 1998 should now be available at the Postal Service and the detail will
be available by April 17 or April 24. Even A/P 8, ending April 24,° bottom line earnings
shouid be readily available two weeks later on May 8, 1998, just before the target date
for the Commission decision. We reiterate the motion in our Initial Brief | that the
Commission take official notice of the A/P 7 earnings to use in its decision.’

Also, the Postal Service record of projecting earnings for the last few accounting
periods has been dismal.® The lack of final FY 1998 actuals is therefore not grounds for
rejecting OCA's recommendation.

The question of fact before the Commission is whether the test year earnings

projection of the Postal Service is likely. Do the Postal Service projections justify

> Tr. 35/18651-2.

& Jd. at 18650.

7 OCA Initial Brief | at 8, n. 20.

8 See OCA Initial Brief | at 18-20 and Tr. 35/18636.
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extracting $2.447 billion annually from the mailing public at a time when the Postal
Service is prosperous and concerned about losing its customer base through electronic
diversion?® OCA believes the earnings projection is highly unlikely and sees no
justification for the rate increase. Even AMMA, et al., which does not object to a rate
increase, does not believe the Postal Service projection. AMMA, et al. states:

First, we, along with virtually all other parties to this case
(and probably the Commission itself) are convinced that there
is no need for the Postal Service to increase its rates
immediately after the Commission issues its recommended
decision as has been its historic practice, and the Postal
Service probably will not need the additional revenues it
seeks in this proceeding until the end of the fiscal year, at the

earliest."
If the Postal Service does not require a rate increase to meet test year expenses

as AMMA ef al. states, then there is no need for a rate increase. The Postal Service fails

to answer any of these questions in its initial brief.

B. Postal Service Revenue Requirement Justifications Are Fallacious
And Insufficient.

We now address the few revenue requirement points the Postal Service did
present in its initial brief. The Postal Service contends the Commission should accept its
revenue requirement because it reflects the Postal Service financial and policy goals. 1t
proudly announces it has “modified its historic approach to ratemaking” as a result of its

recent successes and sought a "moderate overall set of rate increases well below

inflation.”"" The Postal Service further states that if it had deferred the rate request or

®  See, e.g., Direct Testimony of Postal Service witness Fronk (USPS-T-32) at 35. (“.. it appears
that electronic diversion is a real threat to through-the-mail bill payment.”)

©  Joint Brief of AMMA, et al. at 2. The several parties joining AMMA in their skepticism about
the Postal Service's projected losses are: The Direct Marketing Association, Mail Order Association of
America, ADVO, Inc., Saturation Mail Coalition, Nashua Photo, Inc., District Photo, Inc. Mystic Color
Lab, Seattle Filmworks, Inc., Val-Pak Direct Marketing Systems, Inc., Val-Pak Dealers’ Association,
Inc. and Caro!l Wright Promotions, Inc. Each of these parties has been well represented by counsel
throughout this proceeding. Their collective judgement as to the credibility of the Postal Service's
revenue requirement ciaims should carry significant weight.

" Briefat!-2.
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used a later test year, it would not have met the needs of its mailers by filing for smaller
increases rather than filing later for “dramatic increases that would be difficuilt to
absorb....""?

The Postal Service contentions are beside the point and are fallacious. First,
there is no suggestion the Postal Service should have waited to file a rate increase if it
truly needed a rate increase at this time. Second, there is a fallacy in its argument. The
Postal Service assumes a delay in its rate filing would necessarily result in higher rates
at a later date. However, if the Postal Service had delayed its filing or selected a later
test year, the recent actual data reflecting a lower revenue requirement than proposed in
the filing would be included in the newly proposed rates. The revenue requirement and
therefore the rate request would certainly be lower. Also, if the Postal Service selected a
later test year, the requested rates based on a later test year would not have been
higher. Common sense suggests they would be lower. This was acknowledged by the

Postal Service memorandum which states that a “complete revenue requirement

update...would probably result in a further reduction in test year costs.””

if the Postal Service selected FY 1999 as the test year, the filing would have been
delayed pending the availability of the required actuals for the base year, FY 1987.
Selection of an FY 2000 test year would require waiting until the base year FY 1988
actuals were available at the beginning of 1999." Rates proposed on the basis of either
of those test years would have been lower than proposed here.!* The unanticipated FY
1997 earnings together with the favorable FY 1998 results would lead to a lower rate
increase request.

Further, the Postal Service argument implicitly suggests that if the present
requirement is not approved, the next rate filing will include a “jump” in rates. This is not
true. If the Commission finds the revenue requirement is less than the Postal Service

claims, there will not necessarily be a jump in the rates the next time rate increases are

2 ibid.

¥ Tr. 35/18730.

" Rule 54(f)(1). 39 C.F.R. § 3001.54 (f}{1).

5 Again, the Postal Service memorandum referenced above assumes this. Tr. 35/18730.
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requested. Assuming the revenue requirement is now correctly calculated to be lower
than proposed in this proceeding, then any future increase in the revenue requirement
above present levels wouid be, ceteris paribus, lower than otherwise by a like amount. A
later filing would involve cost increases starting at a lower base-level revenue
requirement so that a later rate increase would not involve a rate jump. If the actual data
for FY 1997 and at least part of FY 1998 were included in a later rate filing, the rates
requested would have been lower.

In fact, the Postal Service assumption that a rate increase in the near future will
be required is not necessarily true. Several favorable factors are converging which could
allow the maintenance of current rate levels for several years. First, there may be a
sustained level of expenditures on new programs slightly less than projected in FY 1998,
commencing with the shortfall in planned expenditures in FY 1998, as we have noted at
length in our previous briefs. The Postal Service has not projected FY 1999 new
program expenditures in this record but they will not necessarily be higher than in FY
1998. They could well be lower than FY 1998, a time when the Postal Service is trying to
gear up its increased investment plans. Second, the benefits of automation and other
investments will improve the earnings of the Postal Service. These benefits are aiready
accruing according to the Postal Service and were the source of their ability to delay their
filing for this rate cycle. These benefits should grow in proportion to the increased
investments made this year. Third, the unanticipated volume increases in FY 1997 will
probably be sustained as the economy continues at a higher level of output than
previously seen and the Postal Service enters new markets. Fourth, in only three years,
or even less, the prior year losses will be recovered if earnings continue at current levels
and the need for $377 million annually will be immediately eliminated. Fifth, as the
Postal Service continues to strengthen financially, removes its past year losses, and
pays down debt, the amount deemed reasonable for the contingency will be lower. At
the risk of overstating the financial potential for the Postal Service and expressing a level
of confidence in the Postal Service management which they do not echo, it is entirely
possible that if these factors together fell correctly into place they could very well
eliminate the immediate need for a rate increase in the next few years and make

obsolete the concept of a regular cycle for rate increases. Accordingly, the claim that the
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Postal Service revenue requirement ought to be accepted by the Commission because it
is lower than the Postal Service might otherwise have requested is contrary to recent
cost, revenue and other Postal Service financial history.

Also in support of its proposed revenue requirement, the Postal Service contends
“the current rate and revenue proposals reflect decisions regarding expenditures
deemed to be critical to the future viability, growth, and continued financia! success of the
Postal Service."'®* OCA would expect nothing less--that at the time of filing the Postal
Service believed these planned expenditures were important, and that, unless it notifies
the Commission to the contrary, continues to believe that is the case. But that is not the
issue here. Neither OCA nor any other party has ever suggested the Postal Service's
planned expenditures should be cut back, voluntarily or otherwise. We have only argued
that the planned rate increase should be cut back because the current rates return
sufficient revenue for the amount of expenditures which can be reasonably expected.

The planned Postal Service spending increases are unusually large. For
instance, cost segment 16 expenses (supplies and services) are planned to increase
over the two year period, FY 1996 through the test year, by 43.73 percent.'” Cost
segment 20 expenses (depreciation, write-offs, claims, and interest) are planned to
increase by 24.46 percent.”® The increase in supplies and services and depreciation
costs are due to the operating and capital investment programs and are not driven by
increases in mail volume.™ The spending increases in these cost segments are therefore
within the greater discretion of the Postal Service.

On its face, such large spending increases in the above cost segments raise
questions as to the ability of the Postal Service to expand at that rate. The record
demonstrates the Postal Service will not and possibly cannot expand so quickly. On the
other hand, OCA has not opposed the rapid expansion of expenditures in these cost

segments. OCA contends only the Postal Service will not be able to expediently

8 Brief at I-2-3.
o Tr 9/4478.
¥ Jbid.

® Id at4478-9.
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undertake all of its planned expenditures. The test year expenses and the rates should
be based on reality, not hope. If the Postal Service has a profit in the test year, as OCA
pointed out in the first section of its initial brief, then it follows the Postal Service has
sufficient revenues for its needs during the test year and no rate increase is required.
Alternatively, even if the Commission finds there may be a test year revenue deficit, the
issue is whether the Postal Service deficit will be as large as projected. OCA's Initial
Brief Il does not urge any forced cut-backs in planned expenditures, but explains why the
projected deficit will be significantly less than estimated.?

The Posta! Service also issues a tardy plea that the Commission act "as a partner

with the Postal Service in fulfilling the nation's needs for a progressive postal system.”!

This request strikes a hollow note. Just one month ago on March 4, 1998, the Postal
Service did not choose to recognize its own partnership responsibilities. The Postal
Service rejected the Commission's letter offer dated February 24, 1998, to move as
partners to determine the impact actual figures would have on the cost and revenues in
this case. The Postal Service rejected a legitimate request to work within the intent of
the Postal Reorganization Act. On the other hand, the Postal Service now implicitly
suggests the Commission act as a partner to conspire to subvert the specific break-even
provision of that statute. That is not a partnership intended within the spirit of that
legislation.

The Postal Service also points to its several recent operational successes as an
impetus for future spending plans. Many of these successes are those which OCA has
pointed to as the probable basis for the Postal Service's recent favorable earnings.
Interestingly, the Postal Service recognizes that the benefits of its financial success
enabled it to defer the rate increase filing in this case. It says its success has contributed
to rate stability, "An extended rate cycle and improved service tend to enhance the value

of postal products; this in turn engenders mailer confidence and further stimulates

volume growth.”? We could not have said it better. Any delay in rate increases will

2 QCA has argued there should be no allowance for witness Porras’ additional ADP Year 2000
expenses. OCA primarily contends that, on the basis of the record, the funds will not be spent and that
the Postal Service is unable to spend them during FY 1998; not that the programs should be cut back.

21 Brief at I-3-4.
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increase volumes and therefore revenue and earnings. This is precisely why the
Commission can and should recommend no rate increase at this time and why we
believe the sky would not fall in on Postal Service earnings if there is no rate increase at
this time.

Finally, the Postal Service points to witness Porras' concern over “the possibility
of negative consequences which followed Docket No. R90-1" if the Commission does not
refrain from updating for known changes.? The Commission must not be deterred by
past errors in estimating the break-even level of the Postal Service costs and revenues.
The Commission still has the duty to make a best estimate of the revenue requirement
on the basis of the record before it. Even if miscalculations were made in Docket No.
R90-1, it does not follow that the Commission must never again attempt to estimate the
Postal Service revenue requirement. The statutory obligation of the Commission to
determine the break-even point has not been altered since that decision in Docket No.
R90-1. Also, even in Docket No. R90-1, the contingency incifuded in the revenue
requirement covered the miscalculation.?* Likewise, the projections here indicate that a
more than sufficient amount is available for a contingency. Moreover, even though the
contingency proposed is smaller here than it was in Docket No. R90-1, the Postal
Service is in a much better financial position than it was in 1992 and the general financial

outlook is stronger.

C. The AMMA Et Al. Proposal To Implore The Board Of Governors To
Delay A Rate Increase Is Infeasible And Contrary To The Postal
Reorganization Act.

AMMA, et al. incorrectly argue that retention of the 32 cent First-Class stamp,
while increasing the rates for other classes, “ignores entirely the cost and non-cost

factors of Section 3622(b).”® OCA does not ask that the section be ignored. The

Commission must and can comply with the terms of the statute and still retain the 32 cent

%  Briefat|-5.

3 Brief at I-8-9. See also, Porras testimony regarding Docket No. R90-1, Tr. 35/18589-91.
2 Tr. 35/18591 and 18597.

% AMMA, et al. brief at 3.
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First-Class rate. The difficulties presented by the 1 cent increment limitation for the First-
Class rate prevents the Commission from raising all rates by a consistent amount where
the revenue requirement is, as we have pointed out, below the threshold amount. Many
of the participants who are commercial mailers do not object to a rate increase on the
basis of this record. OCA, representing the interests of many First-Class stamp users,
opposes the proposed increase. It would be equitable to implement a rate increase to
recover a reduced revenue requirement deficiency from those classes not objecting to
the new rates.

The AMMA, et al. solution recognizes that the entire rate increase, if any, is not
required at this time. Rather than rejecting the rate increase or recommending smaller
increases, AMMA, et al. would have this Commission recommend virtually the entire
increase. It does not concern itself with the niceties of the statute that require reference
to the break-even requirement. AMMA, et al. suggest the Commission implore the Board
of Governors not to implement the full rate increase “until the facts show that the Postal
Service needs the additional revenues.”® First, isn't that what this case is all about?
Second, OCA has not seen any signals from the Board of Governors that this suggestion
is feasible or that it would adequately protect against the Board imposing the rate
increase immediately on the First-Class mailers who are least represented and subject to
the Postal Service monopoly.

As recently as March 9, 1998, at a Las Vegas, Nevada speech, Postmaster
General Runyon stated that he intends to place the new rates into effect as soon as
June, 1998.7" Furthermore, the Board has unfettered discretion as to the
implementation date of the new rates. The Commission’s duty is to determine the rates
which meet the statutory requirements. The rates proposed by the Postal Service do not
meet those requirements. it is unreasonable to expect the Commission to pass on the
rate increase and defer to the Board of Governors the burden of determining just when
the proposed rates will meet the statutory break-even level. The rate filing and all filings
since that date have all indicated the Board of Governors believes the statutory showing

% id at?.
7 Tr. 35/18664.
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has been made for those rates to become effective immediately. Also, the example the
AMMA, et al. points to of the Board taking to heart Commission suggestions is not in
point. The Board previously fook the Commission's suggestion to improve its earnings
position, certainly a desirable course for the Board. Here, the Commission would ask the
Board to defer rate increases that would lead to excessive earnings. The AMMA, et al.
example does not demonstrate the Board would delay the opportunity to increase rates
as soon as possible consistent with its pleading throughout this proceeding. The AMMA,
et al. proposal is therefore infeasible, not to mention contrary to the intent of the
provisions of the Postal Reorganization Act.

Finally, AMMA, et al. also criticizes the OCA comment in its Initial Brief | reminding
the Commission that rejection of the rate increase might lead to a request for
reconsideration from the Board of Governors. If there were a remand, we noted, this
Commission would have most or all of the actual FY 1998 earnings by accounting period
available for its consideration. AMMA, et al. surprisingly sees this as an “exercise in
power politics—in which the Commission seeks to force the Governors to take steps that
the Governors are not required to take under the statute.”® To the contrary, OCA is not
suggesting that the Commission reject the rate filing merely as an exercise of its
authority. The record currently does not support a rate increase. OCA was instead
pointing out that if the rates are rejected the Postal Service would still have the
opportunity on reconsideration to demonstrate on the basis of actual FY 1998 earnings
that the earnings are as they claim. It is a particularly odd assertion that recognizing the
Postal Service would have the opportunity to vindicate itself on the basis of actual figures
is “power politics.” It is merely routine procedure to permit reconsideration at which time
all the facts might be considered. The process OCA envisions is more akin to a
partnership whereby the Postal Service is given a renewed opportunity to work with the
Commission on the basis of actual earnings numbers. This is in stark contrast to the
“power politics” of the Postal Service that curtly rejected the Commission letter offer for a

similar partnership.

2 Joint Brief of AMMA et al at 3.

10
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D. ADP Year 2000 Expenses And Other One-Time or Pilot Project
Expenses.

The Alliance of Nonprofit Mailers (ANM) raised some thoughtful questions in its
initial brief regarding the general ratemaking principle that there be a match between
anticipated expenditures and the economic benefits to the racketeers.?® This point is
relevant to the expenditures for “other programs” and particularly relevant to the ADP
Year 2000 expenditures. OCA opposes the inclusion of any of the additional $298
million for the ADP Year 2000 program requested by witness Porras on the grounds that
the Postal Service has not demonstrated it will actually make these last minute additional
expenses and sufficient documentation was not provided.*

Additionally, the proposed ADP Year 2000 expenses are one-time, front loaded
expenses undertaken only during this year and FY 1999, but solely for the benefit of
customers after January 1, 2000. The benefits of these expenses will accrue to future
customers of the Postal Service in the year 2000 and every year thereafter. Until
January 1, 2000, the present Postal Service customers will not benefit at all. On this
basis, none of expenditures should be included in the FY 1998 test year. ltis
inappropriate to allow any of these expenses in determining rates to be effective prior to
the year 2000.

Charging current customers for benefits inuring to future customers may
discriminate against current customers and this violates a fundamental principle of
ratemaking that benefits match expenses.®' The test is whether the expense is either
annually or periodically recurring, or if non recurring, extraordinary in nature.* The
“other programs” of the Postal Service involve humerous projects of a longer term
duration. More significantly, many involve research or pilot projects. For instance, the

Postal Service admits the original $38.2 million Augmented Sales Force Program portion

2 aANM initial Brief at 5-6.
3 OCA Initial Brief || at 34-7.

3 Cf Re City of Sheridan, 17 PUR3d 496,504 (Wy. PSC 1957), Re Maine Public Service
Company, 12 PUR3d 349, 351 (Me PSC 1956).

32 Western Mass. Elec. Co., 114 PUR 4" 1, 23-24,30-31 (1990) citing Fitchburg Gas and Electric
Light Company, D.P.U. 1270/1414 pages 32-33 (1983).

11
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of its Tactical Sales Force strategy has been reduced to a $2 million pilot project and
might be cancelled.*® Witness Tayman stated: “The status of the Augmented Sales
Force program is being re-evaluated pending the outcome of a pilot being conducted in
the New York Metro Area...In addition to the pilot, the funds have been redirected to
other programs such as development of a Manifest Mailing System and Customized
Packaging.” Of the original $38.175 miilion set aside for the Augmented Sales Force
program, $19.975 million is now “being held as unallocated funds pending the results of
the pilot or possible redirection to some other initiative.”™* Without even knowing the
outcome of the pilot project, the Postal Service is expensing the project in this rate case
and is also including the $19.975 million as potential expenditures which it is “holding” for
“possible redirection.”®

The Postal Service has not clearly delineated those expenses relating to pilot
projects nor has it justified expensing rather than capitalizing such costs." Its
compliance with accounting principles does not necessarily mean that for ratemaking
purposes it has properly accrued the costs and amortized them appropriately. Before
the costs of pilot projects are expensed the Postal Service must justify currently
expensing the funds rather than capitalizing them. Further, the Postal Service must
indicate which projects are cancelied so that the Commission can determine the proper
ratemaking treatment as opposed to accounting treatment.

If a project is constructed, costs are generally capitalized but if a project fails or is
discontinued and is not constructed then the costs may be permitted to be amortized in
the next rate case.®® Witness Porras admitted that many of the Postal Service projects

the Postal Service is expensing have a multi-year payoff.*® Even if projects are cancelled

# Tr. 9/4521.
3 Tr 9/4484.
3 Tr.9/4521-2, ($38.175 million -$2 million -$16.2 million). See also Tr. 9/4510.

% See also OCA Initial Brief 1| at 39 discussing the moving-target aspect of the Postal Service's
“pther program” expenditures.

37 Tr. 9/4484.
B Cf Nantucket Electric Co. D.P.U. 88-161/168 page 79 (1989).
*®  Tr. 35/18611-13.
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or are deemed to provide benefits to future customers, they should by amortized over the
period during which the customers may have benefited or will benefit from the expenses.
The applicable ratemaking principle is that, “Nonrecurring expenses, if allowed at all for
rate-making purposes, are commonly amortized over a reasonable period of years."*

For instance, one regulatory agency's rules (FERC) provide that research
initiatives must be supported by evidence that the project or program “has a reasonable
chance of benefiting the recuperate in a reasonable period of time."*' To determine
whether a project has a reasonable chance of benefiting the ratepayer special “peer
review" is not required to determine whether “efficiency gains...outweigh the costs to
ratepayers....” Only that it “by its nature [is] likely to benefit ratepayers if successful "*

The agency need not undertake a “painstaking cost-benefit analysis...on a project
by project basis” to determine if a project has a reasonable chance of benefiting
ratepayers. Instead the Commission need make “only a candid, common-sense
assessment as to the consistency of a project’s objectives with the interest of the
ratepayers providing the financing."** Research and development are one of the
“unusual settings” which allow “charging to current ratepayers...even though the fruits of
those expenditures may flow to future ratepayers.”* The ADP Year 2000 program does
not fall into the category of research and development. It involves automated data
programming expenses which wifl not benefit current customers.

The period of amortization depends upon the character of the service received or
disbursement made.?”® The ADP Year 2000 expenses will not benefit present mailers but
after January 1, 2000 the customers will benefit indefinitely. This argues for a longer

period of amortization period rather than a shorter period—at least ten years and

©  Garfield and Lovejoy, Public Utility Economics, Englewood Cliffs, N.J., Prentice-Hall, 1964, at
47-8.

4 18 C.F.R. § 154.38(d)(5)(iii)(d).

2 Process Gas Consumers v. FERC, 866 F.2d 470, 474 (CADC 1989). See also, Mobil Oif
Corp. v. FPC, 417 U.S. 283, 320 upholding FPC authority; Tennessee Gas Pipeline Co. v. FERC, 606
F 2d 1094, 1109-14 (CADC 1979).

B id at477.
Y Office of Consumers’ Counsel v. FERC, 655 F. 2d 1132, 1149 n.32 (CADC 1980}
4 Driscolf v. Edison Light & Power, 307 U.S. 104 (1939).
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perhaps longer, commencing only with a rate case known to cover the period FY 2000
and thereafter. There are thus numerous reasons for rejecting in this case the Year
2000 expenditures.

On a broader front, the Commission's rate proceedings do not provide a
satisfactory forum for maintaining a careful review of the ongoing projects of the Postal
Service. The muititude of projects are extremely fiuid. New ones are developed and
others are altered or cancelied. OCA recommends that the Commission undertake to
establish a means whereby the costs and benefits of the projects totaling in excess of $5
billion this year can be monitored to measure the appropriate capitalization, expensing,
and amortization amounts for use in future rate proceedings. Annually, new programs
expenses account for almost 10 percent of the total Postal Service expenditures.
Common sense suggests that this is an area that should be continually viewed very
closely by the Commission to carry out properly its functions under the Postat

Reorganization Act.
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il. CEMISSUES

A. The Postal Service’s Criticisms Of CEM Are Inconsistent With Its
Position On Prepaid Reply Mail.

OCA need not respond at length to the Postal Service’s CEM opposition, as
expressed in its Initial Brief. OCA’s Initial Brief Il already offers a point-by-point refutation
of the Postal Service criticisms.** However, the Postal Service’s arguments in favor of
Prepaid Reply Mail ("PRM”), offered as a replacement for CEM, shows striking
inconsistencies in its support for its PRM proposal and its opposition to CEM.*

[}

PRM, according to the Postal Service, avoids the so-called “'two-stamp’
problem-—the alleged adverse consequences of administering a postal system in which
the public would be expected to differentiate its 1-ounce letter mail on the basis of
whether it was qualified for either the full basic rate or the discounted CEM basic

rate . .. ."*® Of course, consumers will have to understand that a PRM envelope does
not require postage. Moreover, they wilt have to comprehend that a PRM envelope
cannot be readdressed.

In support of PRM, the Postal Service states that "[o]ver two-thirds of those
surveyed considered the [PRM] product either ‘very’ or 'somewhat’ attractive.”® OCA
would point out that, by comparison, over two-thirds, i.e., 68 percent, of persons

surveyed in witness Ellard’s study were very or somewhat likely to use a CEM stamp if

% OCA Initia) Brief I}, Section )).

7 QCA takes no position on whether or not PRM shouid be recommended for adoption. We
note that the Brief of the Coalition of Mailers Who Provide Courtesy Reply Envelopes states: “The
Commission’s Office of Consumer Advocate (OCA) appears to urge that the Commission should
recommend adoption of both the Service’s proposal and OCA's own CEM proposal.” /d. at 5. OCA
stresses that we maintain a neutral position about PRM. However, we do share many of the concerns
stated in the Coalition brief about PRM and believe PRM is an inadequate substitute for CEM.

8 See Postal Service initial Brief at VV-30. The Postal Service’s characterization of confusion
occurring as to “1-ounce letter mail” demonstrates the speciousness of its “confusion” argument.
Postal Service customers face a wide variety of rates for mail at other weights and for other classes of
mail (e.g., parce! post, post cards, Priority Mai!, etc.). Even for First-Class letters, they must
understand the extra-ounce rate and the non-standard surcharge rate. These rates are far more
confusing than CEM (and require mailers to stock stamps of two or more denominations). Yet the
Service proposes to retain these complications while opposing CEM.

42 pgstal Service Initia) Brief at V-31.
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the discount were three cents.®® (OCA believes the discount should be four cents, which
might raise the 68 percent figure even higher).*'

The Postal Service also argues in support of PRM that convenience is a primary
concern to consumers:>

This research also demonstrates that the key factor when
respondents determine how to pay a bill is convenience, not
price. Reply mail recipients who expressed an interest in
PRM were not influenced by the price, but by the level of
convenience—the not having to buy and affix postage
stamps—associated with PRM.

As explained in our Initial Brief I}, the Postal Service’s emphasis on the
“convenience” issue is a smokescreen, designed to deflect attention from the obvious
fact that consumers like lower prices.®® The Postal Service elsewhere acknowledges the
importance of lower prices to consumers, such as in its publication, “A Consumer’s
Guide to Postal Services and Products.”™* The first page of the publication notes:
“Knowing about the various products and service options the Postal Service offers can
help you choose the right service to meet your needs and save you time and money."**
Prominently displayed in the cardboard insert to the booklet is this assertion: “A First-
Class stamp remains a bargain at 32 cents. The cost of mailing a letter in the United
States is among the lowest in the industrialized world.”* Why would the Postal Service
spend the time and ink to print this statement if it really believed price was not an
important factor to consumers?

The Postal Service PRM argument continues:*

% QCA Initial Brief ||, at 68 n. 242.

¥ Id., at 46-47.

52 Ppostal Service Initial Brief, at V-32.
52 OCA Initial Brief li, at 48.

5 publication 201, January 1895. The Commission may take official notice of this publicly
available document.

5 Id at1.
% 4 cardboard insert between pp. 18-19.
5 Postal Service Initial Brief, at V-32.
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Invoices and bill payments are the largest component of the

First-Class Mail stream. USPS-T-32, at 35. With the growth

in electronic alternatives to the mail stream, it is clear that

electronic diversion poses a threat to through-the-mail bill

payment. By not requiring that the senders affix postage,

PRM provides an opportunity to enhance the convenience of

using the mails in a manner which can help to stem the threat

of electronic diversion.
OCA pointed out in its Initial Brief 1l that CEM “addresses the threat of electronic
diversion by providing consumers a convenient, but less expensive way to return bill
payments by mail.”® QCA also observes that the success of PRM to fend off electronic
diversion depends on whether or not major CRM providers will use PRM. The outlook
for PRM does not look promising, as one can easily discern from the Initial Brief filed by

the Coalition of Mailers Who Provide Courtesy Reply Envelopes.

The Postal Service PRM argument continues:®®

By recognizing some of the cost differences associated with

this mail, witness Fronk has further enhanced the appeal of

PRM. Proposed in conjunction with a reduced rate of

postage, PRM offers an opportunity for household and small

business mailers in search of a more convenient way to

transact business to do so in a manner which creates an

opportunity for them to share in the cost savings associated

with automation, without reviving the “two-stamp” problem

associated with eartier CEM proposals.
CEM offers the same advantages as PRM, but without the associated high fees. Small
businesses will not be able to profitably use PRM unless they have enough mail to
overcome the high fees, i.e., the $1,000 monthly fee means that a mailer needs to save
3 cents—the discount per piece-—on more than 33,333 pieces of mail per month in order
to break even. OCA believes that consumers are intefligent enough to understand the
CEM indicator that will teil them it is permissible to use a discounted CEM stamp—just as
they will be able to understand a PRM indicator that no postage is necessary.

These are but a few of the assertions in the Postal Service PRM argument that

are virtually identical to arguments that favor adoption of CEM; we eschew a more

% QCA Initial Brief i1, at 53.
% Pgstal Service Initial Brief, at V-32.
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detailed analysis in an effort to save a few trees. (OCA believes, however, that CEM is in
many ways superior to PRM, as OCA witness Willette outlined in her direct testimony.*®)
Indeed, if OCA had had the Postal Service word processing diskette in hand prior to
preparing its own Initial Brief, it might have facilitated OCA’s brief preparation, replacing
“PRM" with “CEM” and deleting reference to the two-stamp "problem.”

The Commission, it should be mentioned, has agreed with the OCA position on
the “two-stamp problem™:®’

Witness Potter marshals several other arguments against
availability of an automation discount to the general public. In
the Commission’'s view, he seriously underestimates the
general public's capability to change their mail preparation
habits. The Postal Service has numerous means available to
it to overcome potential problems with consumer use of a
discounted stamp. Also, it is probable that providers of CEM
envelopes will assist in the education process to ensure that
courtesy envelope mail is used in an appropriate fashion.
Likewise, consumers faced with the possibility of a late
charge should a remittance be returned for postage due will
be motivated to use the discounted stamp only when
appropriate.

Perhaps there is some mystery involved in the Postal Service’s revival of the “two-
stamp” argument (although logic dictates its CEM opposition is driven by the desire to
retain monopoly profits). For our tast word on CEM, perhaps until the next millennium,
OCA “borrows” from an opinion by Judge Frank in the Second Circuit criticizing an
Interstate Commerce Commission “valuation” decision.®? Merely changing the word
~valuation” to “CEM evaluation” and replacing ICC references with Postal Service

references produces the following apt criticism of the Postal Service’s position on CEM:®

8 Direct Testimony of OCA witness Willette, Tr. 21/10696-10713.

8 PRC Op. MC95-1, at V-35. ‘

& Old Colony Bondholders v. New York, NH. & H.R. Co., 101 F.2d 413, 450-51 (1947)
(Dissenting opinion}.

8  fhid. Footnotes in the cited text are from the original document. In the cited text, omphalic
inspiration refers to contemplation of one's navel (from the Greek root omphalos). Ornithomancy is
divination by observing the flight of birds. Haruspication is divining events by interpreting natural
phenomena (such as lightning) or basing predictions on inspecting the entrails of sacrificial animals.
The phrase “aleatory devices” refers to the use of dice to guide one's actions.
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if however, the Postal Service is sustained in this case, and,
accordingly, behaves similarly in future cases, then its
conduct will indeed be a mystery. its so-called “CEM
evaluation” will then be acceptable, no matter how contrived.
In that event, it would be desirable to abandon the word
“evaluation”—since that word misleadingly connotes some
moderately rational judgment—and to substitute some
neutral term, devoid of misleading associations, such as
“aluation,” or, perhaps better still, "woosh-woosh.” The
pertinent doctrine would then be this: “When the Postal
Service has ceremoniously woosh-wooshed, judicial scrutiny
is barred. It would then be desirable to dispense, too, with
the Postal Service’s present ritualistic formula, “Taking into
consideration, etc.,” [footnote omitted] repfacing it with
patently meaningless words, perhaps the same words
spelled backward, (i.e., “Gnikat otni noitaredisnoc, etc.”).%
Then no one would be foolish enough to believe that the
figures in a Postal Service plan necessarily have anything to
do with deliberation, but everyone would know that the
figures might well have been the product of omphalic
inspiration,®® or ornithomancy, or haruspication, or aleatory
devices, and that the conclusions of the Postal Service might

well be but the conjurations of mystagogues.®

B. The Postal Service's Projected CEM Administration Costs Are
Unsupported, And Even If Entitled To Some Evidentiary Weight, Are
Flawed.

The Postal Service projects that factoring in education, enforcement and window
transaction costs would cause it to incur $146 million in expenses “in the first year

alone.” In its Initial Brief i, OCA argued why the Postal Service cost evidence should

be entitled to little or no weight. In short, important portions of the rebuttal testimony

8 =~ =+ As to the expedient of thus spelling backwards to avoid misleading the reader, see
George, The Scientist in Action {1938) 108.

§  As to the use of the omphalos in oracular activities, see e.g., Harrison, Themis (2d ed. 1927)
396-424; Rhode, Psyche (transl. 1925) 97, 110, note 31; cf. Gilbert, James Joyce's Ulysses (1934)
Chap. Iil.

% Montaigne said of oracular utterances: “But above all, that which gives them the greatest
room to play in, is the obscure, ambiguous, and fantastic gibberish of their * * * canting, where they
deliver nothing of sense, but shroud ali in a riddle * **." Essays, Bk. I, Ch. 11. [The remainder of the
footnote contains a lengthy recitation of a judicial opinion from Rabelais’ Pantagruel ]

57 postal Service Initial Brief, at V-90-81.
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contained cost information which the OCA unsuccessfully had sought to obtain on
discovery.®® The Postal Service should not be permitted to take advantage of its
discovery rules’ violations by introducing the previously-sought information on rebuttal.
Second, much of the information could not be verified by Postal Service rebuttal witness
Milier on cross-examination.®® The Postal Service, it should be noted, does not project
similar costs for introducing PRM, suggesting that the CEM-refated cosfs are just another
part of the Postal Service CEM smokescreen.

However, there are fundamental methodological problems with the Service's CEM
costing analysis. According to Postal Service witness Miller, the $146 million figure is
derived from $33 miilion in education costs, $17 miilion in increased window transaction
costs, and $96 million in revenue protection costs.

As to the education expenses, OCA explained in its Initial Brief that the evidence
could not be verified by witness Miller on cross-examination.”® We simply know nothing
about the details of the media plans, for example. Nowhere does the Postal Service
explain why it cannot educate consumers about CEM as an incremental portion of its
overall education campaign for other likely fundamental changes in operations that will
affect the public after this rate case, such as the introduction of a pack-and-send
business, the new PRM rate, and any increase in First-Class rates. indeed, it strains
credulity that the Postal Service will go out of its way to advertise a rate that will reduce
its revenues. Likely the education burden will fall on CRM providers anxious to obtain
good will from their customers by explaining the new lower CEM rate. Moreover, itis
highly doubtful that consumers will need more than a very short period (say, a month) to
learn everything they need to know about the simple CEM rate.

The window service costs study has no logical foundation. For example, it
assumes CEM transaction costs are all extra costs imposed on the system, without any
commensurate decrease in costs associated with reguiar First-Class postage purchases

that would not have to be made because more First-Class mail pieces are using the

58 QCA Initial Brief 1} at 81-86.
5 Jd, at 86-87.
®  QOCA \nitial Brief Il at 86-87.
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CEM stamp. What is likely to happen, of course, is that many consumers will simply
purchase CEM and First-Class stamps at the same time.”" The 42 million extra CEM-
only transactions forecasted are thus just a fictional estimate.”? Thus, to the extent that
CEM stamps are purchased, fewer transactions will occur for the purchase of regular
First-Class stamps. The result should be a wash. However, to the extent that
consumers who ordinarily purchase one book of First-Class stamps at a time now
purchase two (one CEM, one regular) total transactions (and total transactions costs)
may decrease.

The Postal Service’s projected revenue protection costs also are fictitious. The
Postal Service does not now employ an army of employees to find the small percentage
of underpaid mail that exists. The probable reason for this is the evidence showing that
consumers tend to overpay postage rather than underpay.” indeed, to the extent
household mailers do not want to take the trouble to purchase CEM stamps, they will be

giving the Postal Service extra revenues.

™ If that happens, there may be a few seconds added to an individual window transaction, but
certainly not the 54 4 seconds ascribed in Exhibit USPS-RT-17C to a full window transaction. Tr.
33/17496. But even those few extra seconds will not add o total First-Class postage-purchase
transaction costs because the total number of transactions will decrease, i.e., there will be fewer trips
made to purchase regufar First-Class stamps. To put the 54.4 seconds in perspective: how likely is it
that purchasing extra-ounce or nonstandard-surcharge stamps in addition to first-ounce stamps
requires an additional 54.4 seconds of window time?

2 USPS Exhibit RT-17C, Tr. 33/17496.

2 QCA Initial Brief [l, at 63-64. The Postal Service assumes a two percent short-payment rate
for CEM based on a 7.35% short-payment estimate for First-Class Mail subject to the extra ounce rate.
Using extra ounce shortpayment rates to generate a CEM shortpayment estimate is illogical. The
CEM envelope will have a conspicuous indicator on it. Consumers will easily be able to tell the
difference between a CEM envelope and the regular First-Class Mail envelope, just as they now can
easily tell the difference between a CRM piece and a Business Reply Mail {"no postage required”)
piece. However, one knows from common experience that consumers cannot tell when a mail piece
they have prepared weighs more or less than one ounce unless they go out of their way to weigh the
piece. OCA thinks many of us have had the experience of guessing at the weight of a First-Class mail
piece. With the CEM indicator, there will be no need to guess.
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I1l. UNDUE OR UNREASONABLE DISCRIMINATION OR
PREFERENCE

The Postal Service's proposed expansion of parce! post length and girth
limitations is unduly discriminatory because it is being offered only to high volume
mailers. As noted in OCA's Initial Brief I, OCA contends that the Postal Service’s
proposal to increase the maximum combined length and girth for Parcel Post from the
existing 108 inches to 130 inches is unduly discriminatory because the Postal Service
proposal would permit no more than ten percent of the pieces in any mailing to have
combined length and girth exceeding 108 inches.” OCA notes that The Parcel Shippers
Association (“PSA"), while supporting the proposal, “regrets the Postal Service proposed
limitation on what percentage of a mailing may exceed the 108 inch limit, since it does
not fully meet our members’ needs.””® PSA’s contention further indicates that the Postal
Service proposal is discriminatory, because it does not even meet the needs of all
businesses who mail parcels. One can infer that small businesses are especially being
shortchanged.

PSA also makes the point that there are only two realistic options available to the
public for the delivery of parcels to residences, UPS and the Postal Service.” The point
is well made. OCA observes that if business mailers feel affected by the concentrated
market for residential delivery, then household mailers would similarly be affected. In
short, household mailers have nowhere to turn to, other than to UPS or the Postal
Service, for mailing parcels. If the Postal Service proposal is adopted with the subject
restriction. household and small business parcel mailers will in effect have only one

carrier to turn to for oversized parcels.

™ OCA Initial Brief || at 108 et seq.
7S PSA Initial Brief at 12.
™ Ibid.
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IV. VOLUME VARIABILITY

As stated in the Initial Postal Service brief, witness Bradley's cost variability study
attempts to identify the causal relationship between costs and the cost driver.”” The
Postal Service has succinctly summarized its view of the cost variability study presented
by witness Bradley, alleging that all credible evidence suggests that mail processing
labor costs are not fully variable with volume.” In fact, as witness Neels and Dr. Smith
testified, the study does not succeed in establishing or successfully estimating a causal
relationship. The study is based on a flawed application of economic theory. The study
focuses on short run rather than longer run costs, has an inadequate estimation
procedure, lacks relevant variables, and is based on an inadequate and inaccurate
database.

Witness Bradley has noted that the study represents the first time that there has
been an attempt to estimate the cost variability of mail processing with respect to
volume.”™ As a first attempt the study has deficiencies which will need to be corrected
but could serve as the basis for additional work which ultimately could provide a
measurement of cost variability. However, the study in its current form does not meet
the accepted standards of reliability for regulatory work as outlined by Dr. Bonbright. For
example, the study does not apportion mail processing costs correctly, lacks
understandability and feasibility of application, and is still subject to substantial

controversy over methodological and data issues.

A. Witness Bradley's Study Is A Short-Run Study Producing Short-Run
Cost Estimates, But A Longer Run Analysis Is Needed.

The USPS states that witness Bradley's cost estimating procedure is
“appropriately short-run.”® The short-run nature of the results is highlighted by a number

of the estimating procedures. First, only two variables—TPH and hours—are actually

7 USPS Initia! Brief [1I-11.
8 USPS Initial Brief IH-13.
®  |YSPS-T-14, page 3.

8 USPS Initial Brief ll1-44.
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gathered from the postal sites. The data are repeatedly identified as factory floor data,
which would appear to exclude the consideration of the longer term factor interactions
with TPH and hours that are likely to impact costs over the time period during which rates
are in effect. The other variables used in witness Bradley’s study are time trends,
accounting period delineations, or the results of computations on the TPH variable—
none of which are related to actual plans, investments, capacity expansion, or dynamic
responses to changing mail volumes.

Accordingly, by ignoring other relevant variables such as capital, capacity,
machinery, and technology related variables, witness Bradley has focused on producing
a short run study, with an alpha intercept vector to take account of differences between
sites. As such, the study is at best a measure of short-run costs, essentially of a one or
two period nature, but is based on a data set extending over nine years. The study is
short-run because it lacks a measure of capital or other factors which will impact costs
over the two to three year time period that the proposed rates will be in effect. Witness
Bradley should have modeled costs to show the impact of technological changes;
changes in costs as facilities are enlarged, contracted, and eliminated. Alternatively,
changes in costs due to other than routine changes in TPH and facility operations, such
as variations in capacity could have been used.

Guidance on the types of modeling that should have been used can actually be
obtained from the comments of Dr. Panzar:

... the marginal costs that will actually be incurred by the firm
to serve a sustained increase in volume over the time period

during which the prices will be in effect . . . .*'
Although Dr. Panzar endorses witness Bradley’s approach, a careful consideration of the
quote indicates that the relevant costs which Dr. Panzar is discussing are of a longer
term nature—the costs which will be in effect for the approximately three years during
which rates will be in effect. These costs would be more appropriately modeled using

approaches that consider the interaction of the changing facility infrastructure with

B Tr. 11/5417.
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changing mail-processing demands. Another relevant postal witness on this subject is
witness Christensen:

The true difference between short-run and long run costs is
that, in a short-run situation (which could be equivalent {o any
calendar period of time), not all options are available to the
firm, while in the long-run, the firm faces fewer constraints on
its decisions. Therefore, the difference between the long-run
and the short-run is the ability to have greater degrees of

freedom in making decisions and deploying resources.®
In view of the USPS major investment programs underway, it appears the longer
run will be a time period of up to three years, involving investments in capital and
alterations of facilities — not the several months short-term time frame modeled by

witness Bradley.

B. Contrary To The Postal Service's Contentions The Absence Of
Scale Economies In Mail Processing Is Logical At The Activity Level.

The USPS states:

The absence of economies of scale is not logical, either for
industry in general or for the Postal Service in particular.®

While additional mail may be processed on the very short-term basis as discussed by
witness Bradley, any sustained increase in mail at the activity level could very well be
accompanied by constant returns. This is illustrated by the testimony presented by
Postal Service Area Vice-President Steele:

If you walked through and took a snapshot of a bulk mail
center platform, you might see an open door as we're waiting
for a trailer to back in and see two mail handlers waiting for
that truck to be backed in.

A snapshot at that point in time might look like they were not
fully occupied, but they’re assigned to those doors and

waiting for the cycle of trucks in and out.*

82 UUSPS Initia! Brief 111-45.
8 USPS Initia! Brief 111-22.
8 USPS Initial Brief 111-21.
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Witness Steele was explaining why platform operations should be expected to
have a variability below 100 percent. On a short-term basis, one can understand witness
Steele’s viewpoint. However, witness Steele’s example needs to be carried one step
further in analyzing the relevant costs on a longer-run basis. Assuming a sustained
increase in mail accompanied by, say, one additional door being added to a facility, the
Postal Service would presumably have to hire two additional mail handlers to stand by
and wait at the additional door, waiting for the cycling of additional trucks. Accordingly,
at the activity level—not the plant level but rather the level at which witness Bradley is
measuring costs—it is quite reasonable to assume constant returns to scale. One
additional door would result in two additional people standing by.

The USPS continues with a quote from witness Stralberg that:

... It is impossible to think of any manufacturing industry
where it is not believed that higher volumes will lead to

improved efficiency and lower unit costs.* (Emphasis in
original.)

The comment is irrelevant, for no one in this case is examining the industry or
factory levels of operations at postal mail processing facilities. Rather, witness Bradley
is measuring mail processing at the activity level. At the activity level, industrial
operations in fact do tend to be of a constant scale nature. For example, if one plastics
machine with two employees extrudes 3,000 pieces in an hour, two machines with four
employees would be required to obtain 6,000 pieces in an hour. In the expansion of
factory operations many overheads—e.g., Vice Presidents, night watchmen, human
resources and accounting personnel, etc.—may be of a fixed nature and susceptible to
economies of scale. In fact, this phenomenon appears to be behind much of the current
restructuring of American industry. However, at the activity level, factory operations are
frequently subject to constant scale returns. Accordingly, the possibility of 100 percent

variability at the activity level is not at all inconsistent with industrial operations.

8 USPS Initial Brief 1-22.
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C. There Are Significant Deficiencies In Witness Bradley's Estimating
Procedures.

The USPS states:

All credible evidence of record in this proceeding clearly

demonstrates that mail processing data costs are not fully

variable with volume.®
This statement is just plain wrong. Dr. Smith’s testimony indicates he disagrees with the
above statement, and Dr. Neels has also filed extensive and significant testimony in
opposition. The deficiencies in the analysis include (a) the inappropriate application of
the fixed effects approach, (b) the lack of adequate consideration of alternative
estimating procedures including cross sectional and pooled approaches, (c) the use of

time control variables for the analysis of technica! change, and (d) a lack of data.

1. The Postal Service fixed effects approach is deficient.

Witness Bradley's fixed effects approach is based on the assumption that the
siope of the relationship between hours and TPH for each individual site is identical
across sites. This assumption was the subject of analysis in the Commission’s Notice of
Inquiry No. 4, i.e., whether the slopes were equal by site. Three of the witnesses used
an F Test to test the hypothesis of the equality of slopes. There was general agreement
that the slopes were not statistically confirmed to be equal. However, a key assumption
of witness Bradley’s econometric estimating procedure is slope equality. His excuse for
this deviation from reality is, in part, that it was necessary to make such an assumption
for ease of computation.

The OCA did not present an F test analysis. The OCA did, however, present a “t’
test as a site-by-site basis that arrived at the same conclusion: inequalities of slopes. In
addition, the OCA found by visual inspection of the data that the data were far from
meeting the requirements for the equality of slopes on a site-by-site basis. To be
specific, the QCA response to Notice of Inquiry No. 4 found that some of the data were
blobs, while other data suggested that a 100 percent variability pooled mode might be
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more appropriate even at the site level. The USPS has a remarkable footnote in its initial
brief in conjunction with its visual inspection discussion:

It is instructive to contrast Dr. Smith’s alleged inability to
interpret the time trend coefficients with his vaunted ability to
visually inspect data plots for approximately two minutes
each and conclude that “they suggest a variability
approaching 100 percent for many of the activities.” See Tr.
28/15842 and 15920. Dr. Smith could not demonstrate these
powers during cross-examination because his powers

surprisingly do not extend to plots that exclude the origin.®’
This comment is misleading. Clearly the plots have to go through the origin for there to
be 100 percent variability. The absence of the origin on plots precludes meaningful
visual inspection; there is nothing surprising at all in Dr. Smith’s testimony.

The above comments are, however, illustrative of the USPS' apparent view that
the modeling of the data does not need to comport with the underlying data structure—a
requirement that should be intuitively obvious. Dr. Smith’s visual'inspection of data has
been derided as lacking in technical rigor. However, it should be noted, according to the
Chairman'’s Exhibit PRC/UPS-XE-2, that a wide variety of econometric estimated
coefficients have been derived—from relatively low variabilities to variabilities well